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Canada: Our Scottish grammies pay another
visit
Retail sales (Jul) slip -0.1%, less autos -0.4%m/m
Retail sales for the month of July slide lower, declining by -0.1% which is well back of the market median looking for

sales to have risen by 0.6% (HSBC 0.5%). Adding to the woe, June's sales suffered a slight downward revision, moving

from 0.1% to 0.0%. Not a pretty start to the third quarter with net trade deteriorating, wholesale and manufacturing

activity both skewed to the down side.

Of course plenty to have worried about in July with European sovereign risk coming to the fore and of course the threat of rate

hikes, a harmonized sales tax in BC and Ontario that was complicating the consumer environment during the month. Sales

volumes declined by 0.2%m/m.

The outcome is rather surprising given the backdrop to the retail picture. Although consumer confidence had dipped in the

second quarter - chalk that up to current events coursing through Europe at the time - remarkably strong employment gains

in Q2 (+227K positions) and strong wage growth (average weekly earnings were up 4.0%y/y in June) were expected to have

underpinned consumption in July. And of course government HST checks were already in bank accounts by July.

Our Scottish grandmothers came to visit in July and reeled in our spend thrift ways. Whether or not gammy stays around till

August and messes with the important back to school sales period is yet to be seen. Anecdotal evidence suggest they caught the

slow boat home. By the first week of September the parking lots full and the malls cramped suggesting that retailers were busy.

As for July, we had a discriminating consumer that was spending in some categories while ignoring others entirely. We note

that those product lines that saw sales growth tended to have seen discounting in the July CPI. For July, it was about buying a

new car (prices down -2.4%m/m), but putting just enough in the tank to get it to the curb. It was about shoes and summer wear

(clothing prices down -1.0%m/m), but forget about any new furniture to hang your garments in.

Underneath the headlines significant declines in activity were noted in the electronics (-4.9%m/m) home furnishings (-15.0%),

furniture (-4.5%) and building materials (-2.3%) categories. The decline in electronics erases the 4.2% gain in June. Declines

in the furniture and home decor categories align with declining activity the real estate market and follow a year and a half of

upwardly trending growth.

On the upside, Canadians continued to splash out on apparel (clothing up 1.0%, shoes 1.7%). New vehicle sales were up 1.1%

although we would note that the stronger than expected 2.4%m/m pick up in new vehicle unit sales had suggested that there

was room for some upside on headline sales that unfortunately never came to fruition. Used car sales rose 0.3% following last

month's 4.0% increase. Gasoline sales were up just 0.7% despite a 3.5% rise in the price of petrol. General merchandise sales

were up 2.4%m/m.

Not a great report that gets tossed on the heap of a number of not really great reports for July. It adds to the body of uncertainty

over the strength and sustainability of the Canadian economic recovery as well as clouding the outlook on BoC policy. When

weighed with a CPI that is running below plan, the BoC has a decent enough story for pausing the rate cycle if they are so

inclined.
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For the record, leading economic indicators for the month of August was up 0.5% vs the median at 0.3% (HSBC 0.3%) with

the bulk of the upside associated with continue strength emanating out of the new orders for durable goods category (+5.2%m/

m) offsetting the softness that has emerged in the housing sector (-4.0%m/m). Worth noting that the retail sales in durables

other than furniture and appliances was up 1.0%m/m in the LEI.
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